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Z— ATST 1994 Annual Report

With 5% of the $1.5 trillion
gicbal information industry,
AT&T is a small fish with
lots of room e,




An Overview of Our Business Operations

Our main business is meeting the communications and
computing needs of our customers by using networks to
move and manage information. We divide the revenues and
costs of this business into three categories on our income
statement; telecommunications services, products and
systems, and rentals and other services. AT&T Capital
Corporation (AT&T Capital) anc AT&T Universal Card
Services Corp. (Universal Card) are partners with our
communications and computing business units as well as
innovators in the financial services industry. We inciude
their revenues and costs in a separate category on our
income statement: financial services and leasing.

Competition m communications and computing is
global and increasingly invoives multinational firms and
parters from different nations. To increase our global
presence, we are hiring, building facilities and investing
outside the U.S. We believe these commitments of
resources are necessary to be successtul in these markets.
However, the economies of Europe and Japan were very
weak in 1992 and 1993, and we restructured some
operations in those areas. For these reasons we reported
operating losses, in total, for the past three years in our
units outside the U.S. Nevertheless, we continue to believe
that these operations and markets provide excellent oppor-
tunities for future growth in revenues and earnings.

All our business units face stiff competition. Prices and
technology are under continual pressure. Such market
conditions make the ongoing need for cost controls even
more urgent. Managers must continuously assess their
resource needs and consider further steps to reduce costs,
which could include consolidating factlities, disposing of
assets, reducing workforce or withdrawing from markets.

In 1993 one of our business units, AT&T Global
[nformation Solutions Company, otfered an early retire-
ment program and a voluntary separation program to its
U.S.-based employvees. About 2,200 employees accepted
the early retirement offer, and tae total workforce at
the unit has declined by more than 10% since year-end
1993. We also provided reserves in 1993 to restructure
and centralize support services for telecommunications
services and for other restructuring activities. In total
we provided $498 million before taxes m 1993 for restruc-
turing activities.

Atyear-end 1994 reserves for all restructuring activities
amounted to about $900 million, most of which relates to
net lease payments to be made over the life of the related
leases. We believe the balance of reserves is adequate for
the completion of planned activities to improve efficiency

T complete the merger, McCaw’s owners
exchanged their McCaw stock for 197.5 mil-
lion shares of newly issued AT&T stock. At
the market ciosing price for AT&T stock on
Septemper 19, the official day of the merger,

Reporting on the Merger

that exchange was worth about $11.5 billion.

We accounted for the merger as a pooling
of interests. That means we combined the
financial statements for the two companies.
We did. however, take out the business

as part of our commitment to meet intense competition.

Like other manufacturers, we use, dispose of and clean
up substances that are regulated under environmental
protection laws. We also have been named a potentially
responsible party (PRP) at a number of Superfund sites. At
most of these sites, our share is very limitéd and there are
other PRPs who can be expected to contribute to the
cleanup costs. We review potential cleanup costs and costs
of compliance with environmental laws and regulations
reguliarly. Using engineering estimates of total cleanup
costs, we estimate our potential liability for all currently
and previously owned properties where some cleanup may
be required, including each Superfund site where we are
named a PRP. We provide reserves for these potential costs
and regularly review the adequacy of our reserves. In addi-
tion, we forecast our expenses and capital expenditures for
existing and planned compliance programs as part of our
regular corporate planning process. Despute these proce-
dures, it is very difficult to estimate the furure impact of
actions regarding environmental matters, including poten-
tial liabilities. However, we believe that cleanup costs and
costs related to environmental proceedings and ongoing
compliance with present laws will not have a material
effect on our future expendiwres, annual consohdated
financial statements or competitive position beyond that
provided for at year-end.

Many of our employees are represented by unions. In
1995 we will negotiate new labor agreements because the
1992 contracts are due to expire on May 27.

Telecommunications Services

These revenues, which include wireless services rev-
enues, grew 4.3% in 1994 and 1.6% in 1993. Volume
growth, caused by market share gains among residential
customers, strong demand from business customers, new
cellular customers and the improved economy, fueled the
faster growth in 1994,

‘Wireless services revenues, including cellular, messaging
and air-to-ground services revenues, grew to 52,280 mil-
lion in 1994 from $1,760 million in 1993 and $1,387 mil-
lion in 1992, primarily because of the added traffic coming
from new customers. Cellular customers served bv
companies in which AT&T has or shares a controlling
interest increased to 4.0 million at year-end 1994, from
3.0 million at the end of 1993 and 2.2 million at the end
of 1992.

Billed minutes for switched long distance services rose
more than 7.5% in 1994 compared with 5.5% in 1993.
Volume growth exceeds revenue growth because many
customers are selecting higher-value, [ower-priced

between the companies just as we remove
dealings between other AT&T units. Now
ail our financial information shows com-
bined amounts as if we had always been
one company.
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Eleven-Year Summary of

Selected Financial Data o
(unaudited) !
AT&T Corp. and Subsidiaries
Dollars in millions {except per share amounts)
1994 1993* 1992 1991* 1990 1989 1988* 1987 1986*" 1985 1984
Resuits of Operations
Total revenues §75,094 569,351 366,647 564,455 363,228 S$61,504 $562.067 $60,726 361,975 363,139 360,326
Research and
development expenses 3110 3,111 2924 3,114 2935 3,098 2988 2810 2,599 2,527 2,477
Operating income (loss) 8,030 6,568 6.628 1,570 5,622 4931 (2,381) . 4,164 978 3,562 2,325
Income {loss) before extraordinary )
item and cumulative effects
of accounting changes 4,710 3,702 3,442 171 3,475 2,820 (1,527 2,374 609 1,856 112
Net income (loss) 4,710  (3,906) 3,442 171 3,666 2,820 (1,527) 2,374 434 1,856 1,712
Earnings (loss) per common share
before extraordinary item
and cumulative effects
of accounting changes 3.01 2.39 2.27 0.12 238 1.95 (1.06) 1.61 0.56 1.21 114
Earnings (loss) per
common share 3.01 (3.82) 227 0.12 2.51 1.95 (1.06) 1.61 0.24 1.21 1.14
Dividends deciared per -
common share 1.32 1.32 1.32 1.32 1.32 1.20 1.20 1.20 1.20 1.20 1.20
Assets and Capital
Property, plant and
equipment—net $22,035 521,015 $20,798 $19,887 S$19,536 317,653 $16,886 $22,159 $22,247 $23,182 322,180
Total assets 79262 69.393 66,104 62,071 57036 45228 41,945 45583 44305 44,824 43,461
Long-term debt including
capital leases 11358 11,802 14,166 13,682 14,579 10,116 10,172 9,060 8234 8,104 8.963
Common shareowners’
equity 17.921 13374 20313 17973 17928 15727 13,694 16913 15849 16945 153832
Net capital expenditures 4.853 4,296 4,328 4,376 4,369 4,162 4528 3,936 3,977 4,303 3,685
Other Information
Operating income (loss)
as a percentage of
revenues 10.7% 93% 10.0% 2.4% 3.9% 8.0% (3.8)% 6.9% 1.6% 5.6% 4.7%
Net income {loss) as a
percentage of revenues 6.3% (8.5)% 5.2% 0.3% 5.8% 46% (2.55% 3.9% 0.7% 2.5% 2.83%
Return on average
common equity 29.5% (47.1)% 17.6% 0.9% 212% 19.1% (89)% 143% 20% 10.6%  10.4%
Data at year-end:
Stock price per share $50.25 $52.50 $51.00 $39.125 $30.125 S$45.50 $28.75 S$27.00 S$25.00 S$25.00 $19.50
Book value per common
share $11.42 $ 865 81331 S$1205 S$12.33 S$1092 S 957 3$11.87 S$11.04 S11.73 51119
Debt ratio 58.3% 644% 33.1% 348% 33.353% 450% 458% 38.4% 39.6% 399% 42.0%
Debt ratio exciuding
tinancial services 34.1% 49.1% 408% 46.0% 47.6% 393% 422% 352% 376% 384% 41.7%
Employees 304,500 317,700 319,000 322,300 333,400 343,000 367,400 366.200 379,900 400,400 427,300

" 1993 dara reflect a $9.6 biilion net charge for thres accounting changes.
1991 data reflect $4.5 billion of business restructuring and other charges.
1988 daca reflect a $6.7 billion charge due to accelerated digitization of the long distance network.
1986 data reflect $3.2 hitlion of charges for business restructunng, an accounting change and other items.
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services made possible by our increasing efficiency.
Although we raised prices on basic services over the pagt
two yeass, the shift in the mix of services that customef®
selected reduced average per-minute revenues in 1994
and 1993.

AT&T True USA™ Savings and AT&T True Rewards™™
offer savings and other benefits to residential customers
based on their calling volumes. We also rolled out AT&T
TrueVoice® service, a patented technology to improve the
sound quality on calls placed within the continental U.S.
and Canada. Other offers.and calling plans now share this
theme of offering customers true value. These efforts
helped us retain and win back residential customers in
1994, allowing us to recapture some market share for the
first time since the breakup of the Bell System in 1984.

We expect continuing strong volume growth in 1995,
leading to further growth in telecommunications services
revenues. Several of our imitiatives will enhance future
network capabilities for communications and computing.
For example, since late 1994, Network Notes*™ has enabled
customers to access applications and information hosted
on the AT&T network that are compatibie with the popular
Notes groupware software from [.otus Development Corp.
Beginning in 1995, Nerware Conaect™ services, based on
popular networking software frora Novell, Inc., will enable
users to link computers or use computer-based services
through the AT&T network. Through our relationship with
Xerox Corp., users will be able to store and transmit high-
quality production documents through our network. Our
WorldWorx*"service, developed.dn cooperation with
several major equipment vendors, wiil permit interactive,
muitipoint video and data calls. Customers using our
Personal.ink*™ service may program “inteiligent agents”
t0 sort through, retrieve and monitor desxred information
on networks.

Total cost of telecon HCation

years despite higher vohmes, in part because of reduced *
prices for connecting customers through loeal networks &n
addition, we improved our efficiency in network operations,

8 services declined both ¢

engineering and operator services. With lower costs and
higher revenues, the gross margin percentage rose to 41.8%
in 1994 from 39.0% in 1993 and 37.2% in 1992.

Products and Systems

Expansion abroad and into new customer segments,
improved giobal economic conditions and major contract
wins raised sales by 18.1% m 1994 and 8.1% in 1993
despite stiff price competition. Sales outside the U.S. grew at
a faster rate than U.S. sales and were responsibie for more
than half the growth both years. We expect sales under major
contracts and the continuing economic recovery outside the
U.S. in 1995 to pave the way for further growth in revenues.

Markets and compea-
tion in the information
industry are ncreasingly
global in scope. Some of
the fastest growing mar-
Kets are outside the 1.5,

1994 Sources of Revenue

As Percentages of Total Revenues

international Revenues
From operations located
in other countries

Intemational Revenues
From U.5. operations
(intermational telecommun-
ications services, and
eXpOrts)

U.S, Revenues

5% 3

Revenues from sales of telecommunications network
products and systems grew 17.3% in 1994 and 8.3% in
1993. The 1994 increase reflected higher sales across this
product line, particularly in switching and transmission
systerus and wireless products. About $243 muillion of
switching revenues in 1994 came from consolidating
A.G. Communication Systems Corporation because AT&T
raised its ownership 1o 80%. The 1993 increase came chiefly
from higher sales of wireless products, switching equipment
and operations systems. For the last two years, sales grew
both inside and outside the U.S.

Competition is changing.
As we look ahead, along with growing oppor-
funities, we see more direct competition for
AT&T coming from local telepbone, long
distance, cable television, wireless and other
companies that offer network services. AT&T,
as a supplier of nerworking systems, services
and products, will be a supplier as well as a
customer and competitor of these firms. There
may also be other entrants from the communi-
cations and information services industries,
such as providers of information systems, who
will offer basic or integrated services.
Customers and competitors — present and
future — are making acquisitions, merging, and
formmung joint vencures and ailiances to expand
their geographic reach, enter new markets

Spotlight on Some Trends in
Telecommunications Services

and gain scale. Some of the largest cable TV
companies, such as Tele-Communications Inc.
(TCI) and Time Warner Inc., are clustering
cable systems. Cables have more capacity than
current phone lines, suiting themn for multi-
media use. Bell Atlantic Corporation, Nynex
Corporation, U S West, Inc. and Airtouch
Communications Corp. formed an alliance

of their cellular operations to gain a national
presence and bid against AT&T and others for
radio licenses to provide personal commu-
nications services. These licenses are being
auctioned by the Federal Communications
Commission to get as many as seven wireless
competitors in each termtory. Sprint Corpora-
tion (Sprint), which already competes in local
phone service, long distance and cellular

markets, is forming a joint venture with cable
companies TCI, Comcast Corp. and Cox
Enterprises, Inc. to expand its presence in
both local and wireless markets.

Several bills were introduced in Congress
last year which would have accelerated com-
petition for local access and phone services
and permitted the Regional Bell Operating
Companies (RBOCs) to offer long distance
services under certain conditions. Although
none of these bills was enacted, several key
members of Congress have introduced or
announced plans to introduce new bills during
1995 that would permit comperition in local
services and set conditions under which the
RBOCs would be permitted to offer long dis-
tance services and manufacture equipment.
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Products and Systems
Dollars in millions 1994 1993 1992

Revenues
Telecommunications network

products and systems $ 9,78 $ 8345 § 7,691
Computer products and systems 4,208 3,470 3,358
Communications products

and systems 4,494 3,692 3,279
Microelectronics products,

special-design products for

U.S. government, and other* 2,674 2,418 2,251
Products and systems $21,161  §17,925 S§16,579
Gross margin percentage 373%  388%  39.8%

*=Other” is composed principally of media, precominantly for use with automated teiler
machines and point-of-sale equipment, and business forms.

AT&T was selected for several large projects for net-
work products and systems over the past two years that
we believe will lead to many sales opportunities in the
years ahead. Pacific Bell and Bell Atlantic Corporation
chose AT&T as the major equipment supplier and systems
integrator for planned multimedia networks. These two
projects alone could generate up to $10 billion in reven-
ues tor AT&T over the next seven years. AT&T was also
awarded major contracts by other U.S. telephone and cabie
companies, including Southern New England Telephone
Corp. and Time Warner, Inc. Qutside the U.S., AT&T won
a 4 biilion contract with Saudi Arabia and signed a long-
term system support agreement, worth about $500 million
over five years, with China’s Guangdong prov ce govern-
ment agencies.

Revenues from sales of computer products and systems
grew 21.3% in 1994 and 3.3% in 1993. The growth came
mainly from higher U.S. sales of workstations, automated
teller machines, and mid-range and high-end systems for
enterprise-wide computing. Price competition for this
product line is very fierce, particularly for personal com-
puters, so revenue growth has lagged behind the gains in
volumes. We changed the end of the fiscal year for certain

operations located outside the U.S. to December from
November in 1994 to report essentially all of our opera-
tions on a calendar year. This added $223 million in rev-
enues and a marginal loss in income in 1994, About $113
million of these revenues were from sales of computer
products and systems. -

Revenues from sales of communications products and
systems rose 21.7% in 1994 and 12.6% in 1993. More than
half this growth in both years came from higher sales of
business comrnunications products and systems. We also
had higher sales of consumer communications products—
particularly cellular phonés—submarine cables and data
communications equipment. AT&T Submarine Systems,
Inc. and a partner were awarded a $1.2 billion contract to
supply and construct the 17,000-mile Fiber Optic Link
Around the Globe (FLAG) cable system. This system is
scheduled to be completed during 1997. We will manage
the entire marine installation and also supply network
management equipment.

In total, revenues from sales of microelectronics prod-
ucts, special-design products for the federal government,
and other products and systems grew 10.6% in 1994 and
7.4% in 1993. Growth in both years came mainly from
higher sales of microelectronics components and power sys-
tems to equipment manufacturers outside the U.S. Sales of
media and business forms rose slightly in 1994, but were
steady in 1993. Because of reduced defense spending by the
U.S. government, sales of special-design products, such as
secure phones, declined both years.

We sold several smaller operating units in 1994 and
arranged to sell NCR Microelectronics and are negotiating
to sell a copper cable unit in early 1995. These sales will
reduce our revenues, as well as our costs and expenses, by
about S1 billion a vear. Most of the revenues related to
product sales, about half in the microelectronics products
category.

The increase in cost of products and systems is mainly
associated with the higher sales volumes both years. The
declining gross margin percentage reflects pricing pres-
sures and a changing product sales mix.

Some of the RBOCs are also seeking th:s same
kind of permission through the courts. They
requested relief from the decree that broke up
the Bell System - the Modification of Final
Judgment of 1982 - including provisions that
bar the RBOCs from offering long distance
services and manufacturing equipment. We
believe the RBOCs must face real competition
for thetr local business before getting the per-
mission they seek. Absent local competition
they could use their bottleneck control over
connectons to customers to disadvantage
competitors.

[t s not possible to predict the timing,
course and circumstances of changes that
may come from technology, new ailiances,
regulation and legislation. We set a high
priority on anticipating these changes and
positioning AT&T for future success. How-
2ver, depending on their exact nature and

timing, such changes couid affect our future
revenues and earnings adversely.

Gompetition will be global, as
legal monopolies disappear in
other countries.
Mexico will open to competition beginning in
late 1996. We are working with Grupo Alfa to
plan a joint venture to compete there, Other U.S.
companies ~ including MCI Communications
Corp. (MCT), Sprint and GTE Corporation —
have or plan alliances with Mexican companies
to compete in telecommunications services.
The European Union is scheduled to be
open fully to competition beginning in [998,
but some changes are coming sooner. At year-
end 1994 we were granted a license to provide
switched voice and data services and private
lines within the United Kingdom (UK.} and to
resell services berween the UK. and other

countries. To better serve multinational busi-
nesses in Europe, we plan a joint venture with
the Unisource consortium founded by PTT
Telecom Netherlands, Swiss Telecom PTT and
Telia of Sweden. Telefonica de Espania will
also become a member. The new joint venture
would then replace Unisource as the European
parmer in the AT&T-sponsored WorldPartmers
seamless global services alliance begun in
1993. Bnitish Telecommunications pic (BT)
took a 20% stake in MCI m 1994, and they
jointly formed a venture to compete in this
same market sector.

Germany’s Deutsche Telekom AG and
France Telecom each seek approval to buya
10% stake in Sgrint, securing entry to the U.S.
market similar to that of BT. We oppose their
plans because the French and German tele-
communications services markets remain
fundamentally closed.







Changes in our competitive landscape

Muitimedia networks will lead to
new ways of communicating and
computing and new forms of educa-
tion and entertainment.

Teiephoue and cable tefevision firms are
forming alliances (o spezd their delivery of
nuttimedia ser ices (0 the home. A notabie
cxample s the proposed merger of Betl
stanue Corp. and Teie-Communications
fnc. Focusimy on the orogramming (o be
provided by these aetworks. QVC Network
fac. and Viacom [nc. were competing to
wcuuire Paramount Communicanons [ng..
e 2atertainmienl Compuny. ae vear-end.
Several Frms dre announcing major new
aetworks. Pucitic Bell's olunned 316 bii-
Lion agtwork 1x & good exampie. AT&T a1
supplier of gersork svstems and services
and ¢ provider of multimedia products and
Wil pe u supplier as wejl as a
and competiior of these firms.

SCUVECUS,
cusiomer

. PR . . o

my compettion, and changes i echnofog
and revulavion are allleading to more chotees

torcustomers, These trends should abso lower

our costs (o reach customers over local net-
works. Suceess mt this new mutumedia envi-
ronment will depend on mnovation and
giving customers value for therr purchases.

Competition is global and increas-
ingly between multinational firms
with partners from different nations.
To affer one-stop shopping tac telecom-
MUMCIKIONS ~ervices (o companies that do
business vlobaily. we formed WorldPartners
with Kokusar Densnin Denwa Co. Lid. of
Jupan and Singapore Telephone. We intend
0 also Tind Europeun guctners or build net-
works there ourseives. spending as much iy
S350 miilion. Brinsh Teiecom Ple and MCI
Communicatons Corp. 1 MCH also formed
an aflizace. as Jid Germuany's Deutsche
Bunderpost Tetekom and France Teiecon.

The new ailiances and networks. increas- Brinnit Telecom applied o the FCC o
I R S S B A S I D B T
Costcontrols. coupled with our revenue growth, ing

caused our gross margin percentage o mprove the past
TR in 1993,
mainiy becuuse of marketny and safes 2forts for tefe-
JOMMUNICANONS services and provisions for business
resiructuring, Such marketng und sales

two vears. Operaling 2Xpenses Jrew

rose in 1992, but total operating
because of restructuring and other

Te increase our prasencea outside the U.S..
ny emplovess. building plants and forming joint ven-
the past (wo vears the 2conomies
of Europe and japan were very weak and we needed (0
resiructure some Of our overseas vperations. For these
reasons we reported an operating [oss it our operations
dutside the U.S. bath vears. Nevertheless. we continue
to aetieve that these operations and marxets provide

{ 'r:‘> However. GUFI'I

2xpenses afso
expenses declined
charges in 1991,

provide re
review

we ure hir-

the adeyuacy ot our rese
forecast our expenses and capital expenditur
ing and planned compliance prograns as purt of our
regufar corporate planaing grocess. Bespite these pro-
cedures. it ix very difficult to estimate the tuture impact
ot actiony recarding enviconmental matters.
potentiul labedities to us. However. we believe thas
"eanuo Costy and vosts refated (0 environmental pro-
cedings and ongoing compliance with present laws wiil
not have a material effect on our future expendituras.
earntngs or competitive position bevond that provided
for at vear-end.
Manv of our

provide long disnce service i the US| We
applicd 10 provide service o the U, i\' and
aiso asked the FCC o prevent aon-L.S . car-
rrers from operatiag in the ULS. uniess we
can compete (i their home markets

We extended our rivalry with MET o
Canada through an athiance with Unitel
Communications. fnc. MClis allied with
the Stentor comsortum there. Mexico will
open long disunge services o competiaon
from U.S. curriers in 1996 as part of the
Noeth American Free Trade Avrezment
iNAFTA). NAFTA should also aid our sades
o nerwork svsiems (o viexico.

In (993 we signed an important agree-
ment with the People’s Republic of Chuna,
where we will compete with Canuda’™s
Northern Telecom Lid. . France™s Alcated
Absthom S.A L. Sweden's Teleron AB LM,
Sricsson and possibly others. This pust veur
we ulso won our first contracs to supply
switching equipment to Japan. wimarket that
i~ dominated by Fujitsu Lid. and NEC Corp.

- s Y
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each Supertund site where we are named @ PRP. We
serves for these potential costs and regularty

Inaddition. we
2y O SXivi-

mes.

wctuding

2mplovess are regresented by unions. In
1992 AT&T management and union burgainers negoti-

ated innovative labor agreements with provisions for
¢mplovees’ carezr security and well-being as well as
higher wages and increased empiovee ownership of the
business. Under the wage poruion of the agreements.
emplovees at the top of each wage schedule recerved
increases of 4 1 1992 and 3.9% in 1993, and will
recerve an incredse of 3.9% in 1994, Pensions are
increased by | 3% tor those who reure after Mav 31,
1992, The agreements also retained management flexi-
bility (o react 0 business conditions while enhancing
educaron. cruming and job-changing opportunities

for emplovae

axcettent opporiunities for future zrowth in revenues
ANd 2urnings.

Al our business units Yace sutf compztion. Prices
and echnology are under continuul pressure. Such mur-
<2t sondiuons. dlong with a slow-growiag economy.
make the ongoing nezd for active cost controis even
more drgent. Managers must continuous{y assess their
sesource needs and consider further steps to reduce
So~is. Sometimes these steps will include consolidating
factlities. disposing of assets. reducing ork force or
withdrawing from markets.

Like other manutacturers. we use. dispose of and
cleun ap substances that are regulated under environ-
meniai grotecton laws. We also have be=n named a
potentiaily responsible party (PRPY ara wumber or
Superrund sites. At most of these sites. our shure 1y very
fintitew and there are other PRPs who can be expected 0
contrinule to the cleanup cosis. We review potential
Jleanue costs and cosis of compliance with environmen-
s v and reculanons regularty, Using enginezning
axtinutes or ol Llunup CONS. e 2siirate uur paten-
Cty for ail currenddy and previousiv owned
Aners somne sleunup may be regured. inchud-

Telecommunications Services ......ccovveeennins

These revenues 2rew 0.7% in 1993 and 2.0% in 1992,
driven bv volume yrowrh. Billed minutes for switched
servicas rose .26 in 1993 and 6% in 19972 pac=d oy
business servicas, Volume growih exczeds revenue
2rowihl as customers sefect more ot the mgher-salue.
fower-priced services made possibie ov our greater 21l
Cienet, This sfift i the mix o sernaces thal susiomen

seleut lowers wnerugs Der-muiuie seheaues (N TNe Wil
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Nait ol 1993 e rased some of our prices and fees —
sbhoutsFo0 muilion on an annual basis. These increases
Aere primarily for services where customer demand i
Aot very sensitive  price. In late December we riled tor
[OUL price increases of S730 millon on an unnual basis
and also announced 1new discount plan toe high-voi-
ame callers. We expect the eftfecty on revenues of this
discount phun and those 1994 price increases (o offser
2uch other ln January 1994 we also proposed to raise
prices foe some business services by S1635 million on un
annual basis.

We expect improving economic conditions and higher
PrICes 10 CRUNS OUT (ISCOMMUNICINONS Services [0 Zrow
faster in 1994 thun in 1993,

Telecommunications Services

Duotlars monudtions 1993 1992 1991
Total revenues $39.863 $39.380  338.802
Cosis

Aoy and oer nier-

JORNRCIION 0SS 17.709 18132 18.393
Dther conis 7049 T3 6.3%81
Towal cosis 24.718 25.267 15.276
Sreoss margin S13,145  S14513 3513.529
Gross nurg:a percentaygs 38.0% 36.2% 34,96

This pust veur we announced AT&T Truelbice? ser-

Lice. A new, patented @ehnology © improve the sound
quality on calls placed within the connnental U.S. and
Canadu. Ve expect to compiete the national rollout by
Apnl 199« o that AT&T Trueloice service will operate
automadicaily on every cull placed on our network. We
pelteve i Jives us a compenigve advantage that will help
Wy ariract and Ke2p cusiomers.

Markets for telecommunications services are
axiramety comoetitive. AT&T Is the market leader. but
we saw another smalil decline in our market share this
oust vear. Qur own data and the data of the Federal
Communicatuons Commission (FCCO) show that our
marker share > ubout 60 of the minutes billed for
mier-LATA swicched services. We withstood an impor-
rant chatlenge o our market position when the FCC
atlowed cusiomers of inbound “8007 services to switch
carriers without penalties for a 90-day period in 1993,
We retained 93% ot our 331 largest customers and won
2ontracts away from our competitors. Vlany of these
sustomers signed long-ierm contracts. so we emerged
‘rom this “Fresh Look ™ period with signed contracts
having a grauter dotlar value than those we had before.

The FCC and state utility commissions regulate our
services. and many more rules are imposed on us than
on our competitors. Because of fierce competition and
capid changes in technology and customer nesds. the
FCC adopted “price caps”™ in 1989, ‘ncreusing our flexi-
ity 20 respond to those market conditions. Since then.
ine FCC has removed all limits on our prices for many
ausiness services. However. the FCC decided in June
1962 ro conunue price 2aps tor residential servicss
sstead of reducing regulanion of ATXT.

Towl conts or telecommunications services declined
NS pasiveur: Sosis i 1992 wers apouc level with those

nou9 Despre Aigher calling volumes. acoess and
e e MNALTlon Sty dropped soth vears targely

because ot fower prices front elephone compuantes to
reach customers over local networks. The 1993 decrease
in other costs was maniy due o lower uncoilecubles
We also had lower depreciation expense becuuse we
reduced plant additions. The 1992 mcrease in uther
costs wits associated with higher service volumes. We
Aso had higher uncollectibles becuuse of fraud and the

welk ceonomy. =

Products and Systems ..........cc.ceivvveininan,
Despite u weuk global 2conomy and intense price com-
petition. our sales vrew 8 (0% in 1995 und 53.5% in
1992, Sales outside the U.S. grew ut a taster rate than
LS. sades and contributed maore than half the increase
in both vears. Based on our current expectations for the
global economy. we expect greater sales vrowth in {994

Products and Systems
Dotlurs in mitlions 1993 1992 1991

Revenues
Teleconumunicanons
network products and

Sysgens $ 8345 S T.6Y1 3 7490
Computer products and

NI 3.5397 RIS 3.667
Communicuations prod-

et atd svstems 3.438 3098 2882

Microeieciromies prod-
acts. ~pevial-design
oroducis for LS.
sovernment. und

otiter” 2,318 228 ISR
Products and svsiens 17.798 Ph.473 ISR
Totl cosis 10,509 V<6 9.43d
Gross margin S AY8Y S H.62T 5 ART
Gros~ margin percentag: 39.3% H.2% 42749

P Other " s composed princioaily of media, predomunantly for ase
with automated refler muchines and gomg-or-sale syuipment. and
DUNHIEN FOTMN

Revenues from saies of telecommunications network
products and svstems grew 3.3% in 1995 and 2.7% in
1992, The 1993 increase came chiefly from qigher vales
of wireless products. switching equipment and opera-
tons svstems. [n 1992 the growth came mainly from
higher sales of cable svstems and switching equipment.
Sales outside the U.S. rose both veurs while U5 sules
grew in 1993, Orders were heavily weighted toward
the 1991 startof a seven-vear. S600 million contract
1o supply GTE Corporation with wireless equipment.
so LS. sajes were lower in 1992,

Many countries are modernizing their communica-
tons nerworks. This will lead to many sales vpportuni-
ties in the years ahead. We zxpect to partner with these
countries because we provide a full range of integrated
products and services and. sometimes. assisanca im
financing therr 2quipment purchuses,

{n Fepruary {993 we signed an agreement with the
State Planning Commission of the P2ople™s Repubiie ol
China. Under that proposed partnership. we 2xpeci v
2ngage in locul research. development and muautuciur-
ing of ceatral orfice swching zutigment. c2iluiar com-
MUNICAUONS sy My and elzrommuenicilions Geriorks
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Revenaes from telecommuaications services incressed 2.0 percent in
1992 and 1.4 percent in 1991, Billed minwes for total switched ser-
vices increased 6 percent in 1992 and 6.5 percent in 199, with voi-
uroe gains in all major servioe categories both years. The strongest
aains in volumes were in outbound and inbound {1.S. business services
'WATS and 800 service families), and in internationai services.

We anticipate continyed growth in telecommunications services
ndustrywide in 1993 and befieve the growth in our telecommunica-
tions services revenues will approach the industry rate.

Doltars in millions 1992 1994 1980
Total revenues $39,380 333,808 538,263
Access and other

inerconnection Costs 18,132 18.395 18,372
- e costs 7.135 6,881 7.081
Total costs 28,267 25.276 35,633
Groas maxgn 514,313 313,520 312,630
Gross margin percentgge 36.2% 34.9% 33.0%

The gain in revenues over the last two years wailed the volume
#ain for switched services because of the Jower-priced, higher-vaive
services we introduced. These services pass on 10 customers the
avings from our increased operating efficiency and enable them to
1ailor our services 1o match their individuai needs. This shift in the
wix of services customers demand has lowered averdge per-minute
revenues. Otherwise, market pricing trends are reiatively stable.

- mebluean Sl
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Although we gained market share in some service categories,
our overall share of the facilitier-basved long distance traffic declined
slightly in 1992, However, our own data and the data of the Federal
Communications Commission (FCC) show that our total share of this
market remnpins above 80 percent.

Total cost of tebecommunicaLions services in 1992 was approxi-
mately level with 1991 and deciined from 1890. Despite higher vot-
umes, wotal access and other interconnection costs declined both
vears. We actively negotiste reduced prices for connections Lo cus~
tomers, particularly ousside the United States. The increase in other -
costs of telecommunications services in 1992 reflectad higher service
volumes and 2 iarger provision for uncollectibies due w fraud and the
weak economy. The 1991 decline in other costs was privarily due 10
lowet network operating and maintenance costs,

Telecommunications services are regulated by the FCC and by
state pubtic utility commissions. and we remain more reguiated than
our competitors. Because of intense competition and rapid changes in
techoology and customer neads. the FCC adopted “price caps” in
1988, increasing our flexibility to respond 1o those market conditions.
The FCC is currently engaged in a three-yedr review of the price caps
and will decide whether t renew them or 1o further reduce regula-
tion of ATAT.

In November 1992, 2 [.S. Court of Appeais ruled that the
Communications Act requires all long distance carriers to publicly
file their rates. That decision. which reversed an FCC policy that
had permitied our COMpeRitors 1o negotiaLe prices with customers in
secret. makes the regulation of AT&T and other long distance carriers
slightly less unequal,

1992 1991° 1800 1986 1988° 1997 1996* 83 1984 Jdap. 1. 1953
. 904 $63.080  $62.191 361,100 $61,756 360,330 361.908 $63.136  $60.318
28,633 61,731 76,695 56,076 64.081 36.249 60,907 39,361 7.194

3,807 523 3.104 3.108 {1.280) 2.163 76 1,872 1.713

- - -~ - 1 23 36 110 112

3.807 2 3,104 3,100 (1.231) 2,440 390 1.762 1.601

2.86 40 2.42 £.40 (.94) 1.82 20 1.31 1.23

1.32 532 1.32 .20 1.20 1.20 1.20 1.20 1.20
“19.338  513.689  818.661  $17,023 316,304  321.866 522,081  $23.133 522,187 S21.H6
7,188 53,353 48,322 42,187 39,889 44,014 13,617 41.683 13.418 30.156
8.604 8,484 9,354 3,317 8,360 8,027 7.78% 3.026 3.943 9,462

- - - - - 82 312 1.487 1.494 1.323
18,921 16,228 16,883 34,728 13,705 16.617 15,046 16,951 13.839 14,413
3.938 3,860 4,018 3,961 4.288 3.805 3.904 4,285 3.685

9.7% 23% 8.8% 8.2% 3.7)% 7.1% 1.6% 3.7% 3.7%

5.9% 0.3% 5.0% 5.1% 2.0)% $+1% 8.8% 3.0% 2.8%
21.4% 3% 19.7% 21.8% (7.2)% 15.0% 2.2% 10.7% 10.5%
$31.00  $39.1%5 $30.125 343,50 $28.75 $27.00 $25.00 $25.00 $19.50 317873
$14.12 51239 $ 1248 $11.54 $10.53 $12.66 $11.91 $12.58 312.00 5 11.38%
46.1% 18.9% 17.6% 43.0% 21.6% 36.1% 34.4% 34.5% 36.5% 0.1%
25.4% 3T% /3% 36.3% 37.3% R5% 32.2% 32.9% 36.2% $0.1%
312.7 317,100 323,900 399500 364.700  365.000 378,900  389.600  427.200 13000



in January 1993, we announced an agreement to acquire & 20
percent equity interest in Unitel Commatnicarions, Inc.. 2 Canadian
long dseance company, {or cash and advanced tedecommunicacions
equipment valued at approximately $120 million. We negotiated this
afliance, which will include joint projects and marketing efforts, as 2
cOmpetiTive response 1o an aliance besween MCI Comaunications,
Inc. and a consortium of Canadian telephone companies called Steror.

In May 1993, business customers will be able to switch between
long distance companies Wwhile retaining their advertised 800 num-
bers as a resuit of technoiogy put in piace at the }ocal telephone
companies, AT&T expects o gain some customers currently using
the services of our competitors and lose some customers to those
competitors. Some of our customers have waived their rights to
switch between companies by signing long-term contracts with us
that are suited to their particular needs and circumatances.

Products and Systems

Sales of products and systems increased 3.3 peroent in 1992, on the
strength of a sharp rebound in the fourth quarter. Sales had declined
in year-over-year comparisons for the first half of 1992 and 1.1 per-
cent for all of 1991, primarily because of a weak global economy
and price competition in most product categories. The 1992 sales
increase was fueled by our contipuing pénetration of oversess mar-
kets. Also contributing to higher sales were several successful new
product [aunches.

We expect improving econowmic coaditions in 1993, particu-
larly in the U.S., paving the way for further growth in sales of
Products and systems.

N~ -

Dollars in millions 1992 i1 1990

Telecommunications nerwork

products and systems $ 7,711 5 7490 § 7.303
Compurer products and systems 3,433 3.867 §.120
Comppnications products

and systems 3,008 2,852 2,837
Microedectronics products,

special-design products for

1.9, government, and other” 2,331 1,932 1,864
Sales of products and systems 16,473 15,841 16,124
Cost of products and syszems 9,848 9,134 9,228
Gross margin § 6.627 $ 6,807 5§ 6,896
Gross margin percentage 40.2X 12.7% 42.8%

"= Oher™ i composed of tubdis aad besiiness farmt. PPedOmINERLLY for ale With sytomatad toller

DAChieY andt point -of -sale aquip and sakes of 2 0 OGN SHDPATL SYSTams SRWATE.

Revenues from sales of telecommmications network products
and systems increasad 3.0 percent in 1992 and 2.6 percent in 1991,
primarily because of double-digit growth in sales outside the U.S.
This growth reflects our increasing markey presence oversess, which
should iead to many more sales opportunities in the years ahead.
Many of the less-developed countries have plans for massive invess-
ent in their basic velecommunications infrastrucvares. AT&T
is an stractive partner for many of these countries, offering a full
range of integrated products and services and, sometimes, assistance
in fingncing.

(bt

Sales to the Regional Bell Operating Companies were steady in
1982 after a decline in 1981. The RBOCs had reduced capial spending
in a weak U.S. economy that had fewer housing starts and, conse-
quently, slower telephone fine growth. In addition, intense compeui-
tion for sales o these customers created pricing pressure, reducing
our revenues and margins. However, we successflully negatiated
new sales contracts with severat of the regional companies, and
sales under those contracts contributed to strong fourth quarter
1992 sales.

Qur other 1.5, customers for telecommunications network prod-
ucts and systoms include independerit telephone companies, cellular
servige providers, huiiding contractors and other specialized compa-
nies. Our sales of wireless products increased strongly in 1091 but
declined tn 1992, primanily as a resutt of the timing of orders under &
major 199] contract with GTE Corporation thae is expected wo produce
$600 million in total revenues Over seven years,

Revenues from sales of computer products and systems decreased
6.4 percent in 1992 and 13.0 percent in 1991. The decline in 1902
was mainly the result of the loss of sales from some of AT&T's com-
puter progucts that were phased out after the merger with NCR
and because of the weak economy ip Eurcpe and Japan. The 199]
decrease reflected weak demand industrywide, principally due to
the sconomy.

NCR management smoothly handled the integration of those
poruons of ATAT's Computer Systems unit that were retained. They
also managed a firss-quarter 1992 merger with Teradata Corporation,
2 leader in high-performance camputer systems, paraliel processing
technologies and large database management. {See also Note C.)
Despite these 1asks and an economy thar hurt many other suppliers of
business information processing systems, the newly constituted NCR
remains an raportant cottrivtor t AT&T’s earnings.

Ravesies from sales of comummications products and systems
increased 8.6 percent in 1992 and 0.5 percent in 1901, Partly refloct-
ng gains in market share in 1991, sales grew both years for consumer-

1992 Internavionat and
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Béby-Bell Watchers Ponder the Unthinkable:

Which Might Be the First o Cut Its Dividend!

HEARD

ON THE

STREET -

By SUSAN PULLIAM
- And LESLIE CAULEY
Staff Reporters of THE. WALL STREET JOURNAL

A dividend cut by 4 Baby Bell? Why,
that would be like messing with Mother
Nature.

The regional Bell operating companies
don’t even want to talk about the possibil-
ity of cutting the vaunted dividend -- much
less do the deed — because their stocks
could get hammered. Yet the question
keeps popping up on Wall Street: Which
Baby Bell might be first to puncture the
payout in the next year or so?

The dividend dilemma is most stark for
Pacific Telesis Group, which has a 7.2%
dividend payout, far and away the highest
among the Baby Bells. ‘‘PacTel undoubt-
edly faces the greatest balancing act”
when it comes to financing its growth
strategy while maintaining a high divi-
dend payout,. says Andrew Bischel of
money manager Spare, Tengler Kaplan &
Bischel in San Francisco, a PacTel share-
holder.

Like other Baby Bells, Pacific Telesis
hasn't any plans to change its annual
dividend ‘‘at this time,” says Jeffrey

Heyser, executive director of investor rela- ;
tions. Moreover, Mr. Heyser says the Baby '
Bell expects to fund the large majority of -

its existing and planned projects without
issuing debt or new equity — or cutting the

dividend. However, he concedes that the °

company’s first big expenditure will be
funded by issuing short-term debt.

Why are some investors wondering-

about the Bells’ dividends now, when a cut
might not come for months or even years?
The government's auction of “‘personal-
communications services,” or PCS, li-
censes has reminded investors that the
Bells’ efforts to morph themselves into
growth companies won't come cheaply.
Sooner or later, one of them ‘“‘will cut the
dividend—it's just a matter of when,’’ says
Scott Billeadeau, portfolio manager with
Bank of America’s Pacific Horizon aggres-
sive-growth fund.

B March 15 close:
: $30.375

Why is-that? The Baby Bells are racing
ahead with costly expansions into such |

areas as cellular-phone and cable-teleyi-
sion services. Meanwhile, competitl_on
looms ever larger in their once exclusive
local-telephone realms. As one big share-
holder puts it: *“The Beils face an inherent
conflict. What they want to do as compa-
nies is in conflict with what their current
shareholders want’ — namely, fat divi-
dends.

““They are literally in a dividend strait-

jacket,” says Merrill Lynch analyst Daniel
Reingold. The industry’s worst fears were
confirmed when Bell Atlantic’s share price
plummeted after announcement of its now-
shelved plans to merge with Tele-Commu-
nications Inc. And Bell Atlantic had sug-
gested at the time merely that the dividend
would stay flat. :

pememm———

Bell company managers keep urging
shareholders not to worry, envisioning a
“soft landing’’ that will allow entry into
new businesses through internally gener-
ated cash. It may take longer, but such
plans wouid allow them to avoid touching
the dividend, they say; meanwhile, earn-
ings would perk up and growth investors
would begin to move in. “The very Wall
Street people who fully realize the need
for the Bells to invest in growth opportuni-
ties would be the very first to react nega-
tively to any change in the dividend pol-
icy,"” one Baby Bell executive says.

Pacific Telesis’ payout continues to be
the highest among the seven Bells, totaling
80% of its net income. The Bell average is
68%, with SBC Communications, the San
Antonio-based regional phone company, at
just 52%.

PCS licenses alone are costing Pacific
Telesis $695 million. Mr. Heyser said the
Bell expects to fund the expenditure by
issuing commercial paper within the next

six months. : .
1'ne question is, how much more of its

capital-spending requirement over the
next several years will need to come from

external sources. The company says it can -
handle most of its heavy spending require- -
ments internally, including between $500 .
million and $700 million needed to put in °

the PCS network.

In addition, Telesis will have to pony up

as much as $2 billion to AT&T Corp. in
1998 to pay for its spanking-new interactive
video network.

If it needs cash, Telesis ‘‘has enormous
capability to go to the capital markets or

take on additional debt,”” now at about $5 -

billion, Mr. Heyser said. That may be, but
financing its expansion entirely with debt
could jeopardize its currently steilar credit

rating, at least one analyst says. And |

dilution from issuance of more equity to
pay for its plans wouldn't necessarily sit
well with shareholders, either.

“We shouldn’t be in a situation where

the dividend in 2000 is more of a burden '
than it is now,” Mr. Heyser asserts. '

Maybe. But that assumes its core tele-
phone business remains strong. That could
change once competition starts to take hold
in the California market. And it may take
years before its investment in cable and
other new technology pays off.




